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Dear Harry:

Thave reviewed your letter received by telefax on Aungust 28, 2002, and have investigated-
your statement that Kentucky Pioneer Energy, L.L.C. ("KPE") has not received the notice
of termination of the Power Purchase Agreement ("PPA™) which East Kentucky Power
Cooperative, Inc. ("EKPC") sent on August 16, 2001, It appears possible that, even
though arrangements were made to send-the notice by certified mail, it was not in fact
sent in that manner. Ifyou did not receive the notice, I have enclosed a copy for your

' reference. : : '

Your letter states several reasons why KPE would consider a notice to terminate the PPA
to be mappropnate and premature. We feel that it is necessary to clarify our position on
_our rights to give such notice to KPE,

Your first assertion, that EKPC cannot give notice of termination pursuant to Section 9.4
of the PPA unless KPE has declared that it is unable to obtain financing for the project, is
unsupported by the clear language of that section. Section 9.4 allows either party to the
PPA to give notice of termination at any time after the amended financing deadline of
June 30, 2001, if KPE did not obtain financing for the project by that date. KPE failed to
obtain such financing by that-date, and Section 9.4 does not require KPE to declare that
fact before the notice of termination can be given by EKPC.

I am somewhat puzzled by your second assertion, and assume that you are referring to
Section 9.3 of the PPA rather than Section 9.7, which vou cite. If this is correct, EKPC
wants to point out that Section 9.3 is an option to terminate the PPA due to the failure of
KPL to mect the Commercial Operation date. This option is totally separate from the
option provided in Section 9.4, relating to KPE's failure to obtain financing for thc
project; and has distinct language which allows an extension of the option
commencement date of up to twelve months, if delay in Commercial Operation resuits
from force majeure. EKPC's notice of termination was pursuant to Section 9.4, which
does not contain any language which extends the option commencement date due to force
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majeure delays. Sectlon 9.3 is in no way relevant to EKPC‘S right to gwe a notice of
tenmnatlon pursuant to Section 9.4. :

Your last item states that KPE has been slowing the progress of the project in the last
year at EKPC's request, and characterizes EKPC's notice of termination as a directive to
reverse this course and accelerate the schedule. Let there be no confusion that it is not
EKPC's intent to direct KPE to take any actions fo change its plans for the project.
Furthermore, EKPC disagrees with the suggestion. that KPE has slowed the progress of
the project at EKPC's request.

Since KPE failed to meet its amended financial closure date of June 30, 2001, it has
represented to EKPC that it could not move the project forward on the terms contained in
the PPA. Because KPE could not meet its contract obligations, EKPC initiated the
construction of the Gilbert Unit and took other steps to satisfy its needs for power supply
that EKPC had hoped the KPE project would provide. These steps significantly changed
the mix and timing of EKPC's power supply plan. While EKPC continued to discuss and
consider various alternative project proposals offered by KI'E, we have never been told
by KPE that it has found a way to proceed with the project on the existing terms
approved by the Kentucky Public Service Commission. The technical assessment
recently perforined by Ari Geertsema, and KPE's continning inability to meet its contract
obligations, have caused EKPC to conclude that any further discussions of changes to the
PPA terms would not be in the best interests of the cooperative and its member systems.

While EKPC does nol agree witl: your leties’s conteution that the PPA. provides KPE with
any entitlement fo a time extension due to new governmental approval requirements, we
have decided to withdraw the notice of termination at this time, so that KPE will have an
opportunity to complete its proceedings before the Kentucky Electric Generation and
Transmission Siting Board (the "Siting Board"), which we understand were commenced
on August 26, 2002, and to seek to achieve financial closure on the existing terms of the
PPA. However, EKPC is not directing KPE to take any efforts to secure needed approvals
or financing on the basis of project terms which vary from the terms of the PPA, nor is it
directing KPE to take any action to accelerate the project in any manner. This withdrawal
of EKPC's August 16, 2002 notice shall in no way be considered a waiver by EKPC of its
aption under Section 9:4 to terminate the PPA. '

EXPC wishes to clearly state its intent to re-issue a notice of termination, pursuant to
Section 9.4 of the PPA, on January 31, 2003, unless KPE achieves financial closure, on
the existing terms of the PPA, on or before that date. This allows KPE approximately five
months to complete the Siting Board's review within the time limits prescribed by law.
EKPC regrets any confusion about the delivery of the first notice, and assures KPE that
any discussions of this termination decision with other parties were confined to
governmental and business entities with close ties to the project which had a need to
know that the notice had been given. These communications were made on the good faith
assumption that KPE had in fact received the notice, and EKPC does not consider such
communications premature. EKPC will advise those parties ot the withdrawal of the
original termination notice and its plans as detailed herein.



EKP( wishes to express its appreciation for the efforts of KPE to date, and recopnizes
that KPE has an opportunity to go forward with the project on the existing terms of the -
PPA if proper financing is obtained before the end of such future termination notice
period. EKPC desires to maintain a good working relationship with KPE and intends to
confinue to abide by all requiremnents of the PPA in good faith. If you wish to discuss this
letter or any other aspect of EKPC's decision to terminate the PPA, please feel free to
contact me.

Cc: Michael Musulin, President, Kentucky Pioneer Energy- CERTIFIED MAIL
Kenneth C. H. Willig, Esq., Piper & Marbury, L.L.P.
Administrator, RUS '
Kentucky Public Service Commission t—
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Mr_Harry Graves
President & CEQ .
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‘312 Walnut Street, Suite 2000 .
Cincinnati, OII 45202

Sub]ect: Notice of Termination' of Power Purchase Agreemcnt dated
January 14, 1999, a§ amended _

Deaerry'

Atits Angust 13 2002mﬂetmg, ﬂaeEastKenuwkyPowerCoopmuve Tnc. (“EastKenwcky o
Powel”)BoardofDn'ecm:{mhonzednntomsueanohccoftmnmauonofthe]?owerhmhase
Agrecment between Bast Kentucky Power and Kentucky Pioneer Energy L.L.C. (“KPE™) dated
Janmary 14, 1999, (the’ Agreemcnf’)dueto&eﬁaﬂweofKPEtoobtamﬁnancmgforﬂmcapﬂal

requirements of the proposed IGCC praject by or after the amended deadline of Jume 30, 2001. .
This letter is notice ofsuchtmnnnanon, as prondedlmderSectlon 9.4 of said Agreemcnt

' IregretﬁaiKPEhasbeenlmabletobrmgthslGCCprogeotm frmtlonasanﬁcxpmdmthe

‘Agreement. E¥XPE is able to obtnmﬁnmmgforyom'pmgcctoapltalmqum:mcntsmﬂzmﬂm

notice period provided in Section 9.4 of meAgrwmmt,EastKenmckyPomeoopm'auve

* remains prepared to move forward with the projects. Iwill appreciate being advised of your

plans and progress during the sixty-day teriination notice window. I termination is the ultimate -

: ouwomeandyuudes:retomakea;omannomoement,pleaseletnavebmkeormclmowaudwe'_'
' Wﬂlattempttodevelopaﬂammmeementtothcsahs&chonofbothpmhes

1 wish you well with your oﬂwrvenﬂnes. EastKenwckyPowersﬁonglybehemm{he
deployment of advanced coal-based technologles We fm'ther believe that gasification holds great
promise for electric utihtles , ‘

Thﬁnk YOu for Ypur cﬂ'orts on our behalf.
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